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1. I am pleased to present the report on the above-mentioned audit.

2. Based on your comments, we are pleased to inform you that we will close
recommendation 7 in the OIOS recommendations database as indicated in Annex 1. In
order for us to close the remaining recommendations, we request that you provide us with
the additional information as discussed in the text of the report and also summarized in
Annex 1.

3. Your response indicated that you did not accept recommendation 3. In OIOS’
opinion however, this recommendation seeks to address significant risk areas. We are
therefore reiterating it and requesting that you reconsider your initial response based on
the additional information provided in the report.

4. Please note that OIOS will report on the progress made to implement its
recommendations, particularly those designated as high risk (i.e., recommendations 1 to
5), in its annual report to the General Assembly and semi-annual report to the Secretary-
General.
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EXECUTIVE SUMMARY
Audit of the ECA use of funds from the Netherlands
Minister for Development Cooperation

OIOS conducted an audit of the Economic Commission for Africa (ECA)
use of funds from the Netherlands Minister for Development Cooperation. The
overall objective of the audit was to assess the appropriateness of project
expenditures and accuracy of financial and project reporting. The audit was
conducted in accordance with the International Standards for the Professional
Practice of Internal Auditing.

ECA incurred expenditures of $7.0 million on forty different projects.
OIOS concluded that the project expenditures were incurred for the intended
purpose and were in accordance with the Memoranda of Understanding (MOUs)
with The Netherlands Minister for Development Cooperation and the United
Nations Financial Regulations and Rules.

However, there was need to strengthen the financial control environment
and to improve financial and project reporting by:

. Preparing guidelines on what activities should constitute a
project and ensuring that a project proposal is produced in a
standard format and shared with the donor at the project
inception stage;

° Resolving long outstanding obligations which contribute to
delays in closing projects; )

. Requiring the Finance staff to only effect payment when the
performance evaluation data is present in the Integrated
Management Information System (IMIS), in addition to the
manual performance evaluation forms currently being used; and

. Reclassifying expenditures and revising the financial statements
accordingly in order to ensure their accuracy and reliability.
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1. INTRODUCTION

1. The Office of Internal Oversight Services (OIOS) conducted an audit of
the Economic Commission for Africa (ECA) use of funds from the Netherlands
Minister for Development Cooperation. The audit was conducted in accordance
with the International Standards for the Professional Practice of Internal
Auditing.

2. The Netherlands Minister for Development Cooperation provided funds
to ECA in accordance with the following Memoranda of Understanding (MOU):

e The first MOU for $5,000,000 was signed on 7 December 2005 to
enable the Commission carry out high priority strategic policy analytical
work within the context of the Prospectus 2005-2008; and

® The second MOU for $7,829,478 was signed on 2 April 2002 to support
ECA annual programmes 2001-2003.

3. From this pool of funds, OIOS was requested to audit 40 projects with an
expenditure of $7,049,379.17. As at December 2008 the unspent balance on the
projects was $336,364.56 (see Annex 2 for details).

4, The audit was undertaken at the request of ECA in accordance with the
terms of the MOUs with the Netherlands.

5. Comments made by ECA are shown in italics.

Il. AUDIT OBJECTIVES

6. The overall objective of the audit was to assess the appropriateness of
project expenditure which included to:

(a) Determine whether the expenditures were incurred for the
intended purposes and in accordance with the MOUs with the
Netherlands Minister for Development Cooperation and United
Nations Regulations and Rules; and

(b) Assess the accuracy and reliability of financial and project
reporting to the Netherlands Minister for Development
Cooperation.

I1l. AUDIT SCOPE AND METHODOLOGY

7. The audit focused on review of expenditures for the projects funded by
the Netherlands Minister for Development Cooperation from May 2002 to
December 2008. The audit was conducted in Addis Ababa, Ethiopia and involved
interviewing key project staff, reviewing the MOUs, financial statements referred
to in Annex 2, project reports and other supporting documentation.



iV. AUDIT FINDINGS AND
RECOMMENDATIONS

A. Project management

A standard format and set of procedures for handling project proposals needs to
be implemented

8. Project proposals were not available for four of the 40 projects reviewed
(Table 1). In the absence of documented proposals, there were no objective
criteria for ECA and the Netherlands Minister for Development Cooperation to
measure and evaluate the performance of the projects.

Table 1: Netherlands projects without proposals on file

# Account . Project name Expenditures as
Number at 6/10/2008
I. | HDN-7356-1652 | Joint ECA/OECD for the Meeting of £3.687.18
MLT0602 STATCOM-AFRICA and FASDEV
2. | HDN-7420-1570 | CODI-V Regional Workshops $90,737.79
NET/07/061
3. | HDN-7201-0714 | Office of Executive Secretary (OES) — $218,267.47
NET/02/004 Urgent Consultancy Assignment
4. | HDN-7367-7258 . | Support to the Organization of the ECA $116,804.02
NET/06/012 Conference of African Ministers of
Finance, Planning and Economic
| Development
Total $429,496.46
9. For the 35 projects which did have proposals available for review, there

was no standard format used for their preparation. For example, Inter-office
memos, consultants’ terms of references, member states’ requests for advice, aide
memoires, were all considered as a sufficient basis for initiating projects. The
Project Manager informed OIOS that ECA set up an Advisory Committee on
Administrative and Budgetary Matters (ACABM) in 2006 that reviewed project
proposals before financing.

10. As discussed above, there was no consistent basis for formulating a
project. Therefore, the mechanisms used meant that few projects were supported
by a consistent statement of activities and deliverables against which ECA could
be held accountable. It also increased the risk of omissions of key issues, such as
performance reporting, and the donors did not have the basis to objectively
compare and evaluate the relative merits and results of projects undertaken.

Recommendation 1 and 2

The ECA Office of Strategic Planning and Programme
Management should:



1 Prepare guidelines on what activities should
constitute a project and require that these activities be
documented in a project proposal before they are funded;

and
2) Implement a standard format for project proposals.
11. ECA accepted recommendation 1. Recommendation 1 remains open

pending receipt of a copy of the guidelines for formulating project proposals.

12. ECA accepted recommendation 2 and stated that as observed by the
audit, ECA already developed a standard format for project proposals. This will
be re-circulated and placed on the intranet, with a reminder to all to ensure
compliance. Recommendation 2 remains open pending receipt of evidence that
the circular has been sent and details of the procedures put in place to monitor
compliance.

Need to provide project proposals to the Netherlands Minister for Development
Cooperation to enhance accountability and transparency

13. In accordance with the terms of the MOUs, ECA implemented projects
using the Netherlands Minister for Development Cooperation funds based on its
prospectus and business plan. The MOUs did not require ECA to share the
project proposals with the Netherlands prior to project commencement. Whilst
there was no ECA policy on sharing proposals in advance to seek donor views
and feedback, OIOS is of the opinion that standard proposals should be
developed and shared with donors to seek their views. This could reduce the risk
of donor dissatisfaction and enhance transparency and accountability. ECA
management explained that the donor was informed of the objectives pursued,
activities undertaken and outputs expected to be achieved through the prospectus
and business plans which was the basis for the support. Therefore, management
did not find it essential to submit project proposals to the donor.

Recommendation 3

3) The ECA Office of Strategic Planning and
Programme Management should discuss with the
Netherlands Minister for Development Cooperation
providing copies of the project proposals prior to project
commencement, to seek their input and concurrence.

14. The ECA did not accept recommendation 3, stating that the government
of Netherlands provided “budget support” funding to ECA based on the ECA
business plan and the programmes and projects approved in the ECA’s biennium
budget — copies of which were made available to the Dutch before the approval
of the Grant. ECA is not required to and the MOU signed with the Netherlands
does not require ECA to provide a project proposal for the programmes and
activities for their input and concurrence, as these activities have already been
approved via the UN Biennium approval process and the ACABM. There are
more than five hundred project activities for all ECA supported project activities

-
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and this is technically impossible. Providing copies of, and seeking concurrence
on every project proposal/activity, negates the principle and purpose of budget
support grant.

15. The Commission further observed that it is important to note that the
Joint Financial Arrangement with ECA donors requires a six-monthly project
review meetings between ECA and the donor partner. This regular review
meeting provides avenues to discuss the progress of implementation of each
project, challenges encountered and way forward.

16. OIOS takes note of the additional information. The recommendation is
requesting that ECA discuss with the Netherlands whether they would like to see
and comment on the project proposal. Recommendation 3 will therefore remain
open pending receipt of documentation showing the outcome of discussions with
the Government of the Netherlands.

Delays in closing projects

17. In June 2008, 29 of the 40 projects (72 per cent) should have been closed
by December 2007 but were still open (see Annex 4). As shown in Chart 1, most
of the projects should have been completed in 2007.

Chart 1: Netherlands projects overdue for closure
as at 30 June 2008
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18. OIOS found that the primary cause for the delays was a significant
amount of long outstanding obligations on the projects. For example:

° A Communication Capacity Building project was started in April
2002 and should have been closed in April 2005 but was still open
through June 2008 because of outstanding obligations of $377.42.
There were no expenditures incurred from 2006 to 2008 on the
project.

° 38 per cent of the value of the outstanding obligations on all
Netherlands projects were over one year old (Table 1).



Table 2: Long outstanding obligations

# Details Value (%) Percentage in value of
obligations
1. Obligations over 1 year 43,725.30 38
2. Obligations less than 1 year 71,379.10 62
Total 115,104.40 100

19. ECA attributed the delays to untimely liquidation of obligations mainly
with the United Nations Development Programme (UNDP) for the services
rendered on behalf of ECA. ECA was resolving the matter with UNDP but
significant work was yet to be done. Information was not readily available on
what ECA owed UNDP with regard to projects funded by the Netherlands. ECA
had set up a system that was able to timely resolve new obligations for 2008 but
there was still a backlog of obligations from 2004 to 2007.

20. Delays in closing projects could result in the donor having a negative
impression of ECA’s ability to implement projects in a timely manner thus
adversely affecting the donors’ willingness to provide funds for future projects.

Recommendation 4

4) The ECA Administration should set up an action
plan and timetable for resolving the outstanding obligations
with UNDP for 2004-2007 in order to facilitate timely closure
of projects.

21. ECA accepted recommendation 4 and stated that work was in progress
in resolving outstanding obligations with UNDP. Recommendation 4 remains
open pending receipt of a copy of the action plan and timetable for resolving the
outstanding obligations with UNDP.

B. Expenditures

Payments without performance evaluation data in the accounting application

22. Payments were made on projects funded by the Netherlands without
performance evaluation data being entered into IMIS. For example, 39 payments
amounting to $653,920.82 (Annex 3) were made without entering the supporting
data on performance evaluation into IMIS. Project managers explained that the
evaluation was done manually and staff responsible may have overlooked to
input the data. This was confirmed by Finance staff who stated that unlike the
individual consultants, entering the data was not mandatory for institutional
contractors hence there was no control to prompt the staff if they overlooked to
enter the data. Without this control in place, there was a risk of ECA paying
contractors without satisfactory completion of assigned work, which could result
in waste of resources.



Recommendation 5

) The ECA Administration should make it mandatory
for the Finance staff to only make a payment when the
performance evaluation data is present in the Integrated
Management Information System.

23. ECA accepted recommendation 5 and stated that the Commission had
communicated to staff concerned to strictly follow the audit recommendation.
However, the payment to institutional contractor still cannot be evaluated in
IMIS.  ECA will contact IMIS team to resolve the issue. Recommendation 5
remains open pending notification of the outcome of the review by the IMIS
team on a requirement to have performance evaluation data input in the system
before payments are effected to institutional contractors.

Excessive travel costs

24. Travel costs constituted a high proportion of some project expenditures.
For example, the travel costs for ECA staff members accounted for over 50 per
cent of some project expenditures (Table 3).

Table 3: Proportion of ECA staff travel costs to total project expenditure

# | Project ECA staff Total Proportion
travel project of travel
costs ($) | expenditure | costs to
® total
expenditure

l. | Support to African Center for 96,388 188,782 51%
Statistics Activities

2. | Support to the African Peer review 31,076 35,117 88%
Mechanism (APRM) by the APR unit B | _

3. | ARIA III Preparatory Work 60,970 68,396 88%

4. | Post-Cancun Expert Group Meeting 69,712 125,238 56%
(Accra, Ghana)

5. | IDEP's Review 39,338 54,723 72%
Total $297,484 $472,756 | 63%

25. Project staff explained that most of the projects undertaken involved

travel costs and in some cases, travel was inevitable to places where ECA had no
representative offices. For the regular budget, the Executive Secretary approves
the travel plans before staff members travel. In these cases, there was no
evidence of advance travel plans being prepared and approved either as part of
the original project documents or as part of project implementation. The absence
of advance travel planning increases the risk of unnecessary travel taking place.

26. ECA commented that it already has in force a quarterly travel plan.
Every division prepares a quarterly travel plan (on both regular and extra
budgetary resources combined), which is submitted to the Office of Strategic
Planning and Programme Management (OPM) for review and endorsement
before being forwarded to the office of the Executive Secretary for further review
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and approval. The quarterly travel plan is followed by the monthly travel plan
and is being implemented within the commission since January 2008. Based on
ECA’s response, recommendation 5 is closed.

Travel costs included in workshop expenditure

27. ECA processed travel costs as part of workshop activities. Therefore,
staff and consultants travel costs were processed under workshops budget lines in
some of the Netherlands projects.

28. OIOS expected to find that travel expenditures for ECA staff and
consultants processed under the 1501 and 1601 budget lines respectively, in
accordance with the chart of accounts in use, with the other participants’ travel
costs charged to the respective workshops budget lines. OIOS found that 42 per
cent of the travel costs in the projects were included in workshops and 15 per
cent in consultants hire as shown in Chart 2. OIOS used obligations for all
Netherlands projects amounting to $318,875.10 that were still open on 12
October 2008 for this analysis.

Chart 2: Netherlands projects travel expenditure
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29. Charging travel costs to workshop expenditure affects the accuracy and

reliability of the financial statements. Hence there is need for reclassification of
the expenditures.

Recommendation 6

6) The ECA Administration should identify all project
related travel expenditures included in consultant hire and
workshops and process them under the correct budget lines
for staff travel and consultant travel (1501 and 1601
respectively).

30. The ECA accepted recommendation 6 and stated that work was in
progress to identify and reprocess travel expenditure that had been included in
workshops. Recommendation 6 remains open pending receipt of documentation
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showing that the travel expenditures have been charged to the correct budget
lines.

C. Reporting

Detailed reports to be prepared and filed for each project undertaken

31. ECA prepared and sent annual reports of progress achieved on projects,
as agreed with the Netherlands Minister for Development Cooperation. However,
OIOS did not find the detailed reports on project files for three of the 40 projects
reviewed, as shown in Table 4.

Table 4: Projects without progress reports

# Account Number Project name Expenditures
(£)]

1. HDN-7365- ECA's HIV/AIDS Advocacy and $41,702.31
0850/0722 Communication project
NET/06/011

2. HDN-7400-1574 Africa Forum on Fighting Corruption $10,315.35
NET/06/041

3. HDN 7201-0714 OES — Urgent Consultancy Assignment $218,267.47
NET//

32. OIOS considers it a good practice for ECA to prepare and file detailed
reports on each project for effective monitoring of individual project
accomplishments and as a basis for the annual report sent to donors.

Recommendation 7

@) The ECA Office of Strategic Planning and
Programme Management should prepare and file individual
detailed reports for each project undertaken.

33. ECA accepted recommendation 7 and stated that the action being called
Jfor by this recommendation had already been implemented during December
2008. ECA had developed a web-based application - a donor portal — which is a
platform that provides personalized information to both ECA and its
Donors/Partners on the management of ECA Trust Fund activities. Information
provided on this network includes among others the financial statements, as well
as the progress and terminal reports of every XB project since 2000. With this
new system now in place, ECA feels that setting up individual detailed reports for
each project will not be necessary. Based on the action taken by ECA,
recommendation 7 has been closed.

Reclassification of expenditures in financial statements

34. The statements of project expenditures for 25 of the 40 projects reviewed
(Annex 2) accurately reflected the expenditures incurred. In the other 15
projects, there was need to reclassify expenditures, mainly for travel, and to

8



revise the financial statements accordingly to ensure their accuracy and
reliability.

Recommendation 8

® The ECA Administration should reclassify
expenditures and revise the financial statements accordingly
in order to ensure accuracy and reliability of financial
reports.

35. ECA accepted recommendation 8 and stated that work was in progress
to reclassify the expenditure and revise the financial statements. This was
expected to be finalized by 28 February 2009. Recommendation 8 remains open
pending receipt of a copy of the revised financial statements.

V. ACKNOWLEDGEMENT

36. We wish to express our appreciation to the Management and staff of
ECA for the assistance and cooperation extended to the auditors during this
assignment.
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in completion of projects

ANNEX 4

Iy ot implementation offunds | Rt
: = period as at 30| A fre.
Projects expected to end 2004
Post-Cancun Expert Group Meeting at | November 2003 to 100 % Project operationally closed. Division to
Accra December 2004 sort out obligations amounting to
$36.558.90.
Support to the ECA Conference of | May 2004 to June 100 % Project operationally closed. Obligations
African Ministers of Finance Planning | 2004 amounting to $793.77 to be liquidated?
and Economic Development - Kampala,
Uganda, 18 to 22 May 2004. [
Projects expected to end 2005
Support to the African Peer Review | June 2005 to 100 % Project operationally completed.
Mechanism (APRM) by the APR Unit December 2005 Obligations amounting to $556.64 to be
liquidated not obligated.
OES — Urgent Consultancy Assignment September 2002 to 100 % Project operationally closed. Division to
March 2005 sort our obligations amounting.
Support to the Organization of the ECA | April 2005 to May 100 % Obligations of $34,817.64 to be sorted
Conference of African Ministers of | 2005 out.
Finance, Planning and Economic
Development
Commission on  HIV/AIDS and | October 2003 to 98 % Project operationally closed. No
Governance in Africa (CHGA) December 2005 obligation, project can be closed.
Communication Capacity building April 2002 to April 100 % Project operationally closed. Division to
2005 sort out obligations of $377.42 to be
liquidated.
Poverty Reduction Strategy Learning | September 2002 - 100 % Project operationally closed. No
Group (PRSP-LG) March 2005 obligations, project to be closed.
Projects expected to end 2006
Preparation of the Business Plan for | August 2006 to 97 % Project to be closed.
ECA's Statistical Activities December 2006
Development of Science and Technology | November 2006 to 100 % Project operationally completed.
for Economic Grown in Africa December 2006 Obligations of $19,400.96 to be
liquidated. Projects to be closed.
ARIA III Preparatory Work May 2006 to 100 % Obligations of $863.06 to be liquidated.
December 2006 Project to be closed.
Strategic Direction and Repositioning of | April 2006 to 100 % Obligations amounting to $9,571.67 to
ECA December 2006 be liquidated.
Preparation for the African Development | June 2006 to 100 % Project operationally completed.
Forum (ADF-V) December 2006 Division to sort unliquidated obligations
amounting to $6,323.10.
Institutional Strengthening of the Inter- | May 2002 to 99 % Obligations of $68,731.80 to be
Agency Group on Water in Africa for the | December 2006 liquidated. Project operationally closed.
implementation of the Africa Water
Vision 2025
Projects expected to end 2007
ECA's HIV/AIDS Advocacy and | April 2006 to 69 % Obligations of $563.53 to be liquidated.
Communication December 2007
Support to African Ministerial Review | April 2007 to 24 % Project to be closed and balance
(AMR) December 2007 reprogrammed.




3. | Servicing the African Symposium for | January 2007 to 36 % Activity completed.
Statistical Development (ASSD-2007) March 2007
4. | Climate for Development in Africa | November 2006 to 100 % Obligations of $1,39893 to be
Programme (ClimDev) December 2007 liquidated. Project operationally closed.
5. | Preparatory Activity for Climate Africa | December 2007 to 84 % Obligations of $8,238.76 to be
Program December 2007 liquidated.
6. | Africa Forum on Fighting Corruption November 2006 to 24 % Activity completed. Project to be closed.
November 2007
7. | Support for Governance September 2007 75 % 5
8. | African Civil Society Forum 2007 March 2007 to March 99 % Obligations of $1,64920 to be
2007 liquidated. ~ Forum Report due June
2007. Project to be closed.
9. | CODI-V Regional Workshops March 2007 to March 100 % Obligations of $114,442.41 to be
2007 liquidated. Workshop report due May
2007. Project to be closed.
10. | Support to ECA's Launching of the | August 2007 to 100% Deficit to be sorted out.
African Peer Learning Group on Natural | October 2007
Resources Management (APLG NRM)
11. | ECA Partners Forum - 2006 June 2006 to 56 % Obligations of $9,99245 to be
December 2007 | liquidated.
12. | Accelerating Regional Integration in | September 2006 to 105 % Obligations of $19,77523 to be
Central Africa September 2007 liquidated. SRO-CA to sort out the
deficit of ($3,082.52).
13. | North African Trade Forum December 2006 to 71 % Project to be closed. Forum Report due.
June 2007
14. | Technical Assistance to Malawi April 2007 to 70 % Obligations of $2,867.94 to be
December 2007 liquidated. Project to be closed.
15. | IDEP's Review February 2007 to 87 % Project activity completed. Obligations
March 2007 of $13,386.64 to be liquidated and

project to be closed.




